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Thank you, Chairperson Grove, Democratic Chairperson Conklin, and the honorable 
members of the Pennsylvania House State Government Committee for allowing AFT 
Pennsylvania to provide input on pension system trends and state policy considerations. 
 
I am Arthur Steinberg, President of AFT Pennsylvania, the Pennsylvania affiliate of the 
American Federation of Teachers. I respectfully submit the following testimony on behalf of 
our 36,000 members and 64 locals regarding Pennsylvania’s pension system for educators. 
 
First, we feel it is important to state at the outset that although our union represents the 
two largest school districts in the Commonwealth and, therefore, Public School Employees' 
Retirement System (PSERS)’s two largest participant groups, AFT Pennsylvania has no 
representation on the PSERS Board, and is therefore not privy to nor responsible for any 
part of the decision making likely being discussed in this hearing, and our testimony will be 
limited to PSERS specifically. 
 
Pennsylvania’s educators are among the most undervalued in the nation, as evidenced by 
our dubious distinction of the most inequitable system of public education in the nation. 
Educators and staff do not go into this field to became wealthy; they do so because they 
love helping our kids reach their potential to grow up to be responsible, conscientious 
members of society. To value their work, educators and staff receive relatively modest 
compensation along with the promise of a secure retirement. 
 
Through alleged errors and omissions, and under a shroud of secrecy, it has recently come 
to light that this PSERS Board has jeopardized the present and future financial security of 
our Commonwealth’s most dedicated public servants. 
 
We at AFT Pennsylvania have done some analysis and research and feel we bring a level of 
both expertise and interest to this discussion. 
 
Private Equity Woes 
 
PSERS is currently under scrutiny for its failure to meet performance benchmarks, and its 
private equity portfolio may be at least in part to blame. Worse, the high cost of fees 
charged for private equity investments diminishes fund assets: Every dollar paid in fees is a 
dollar that could remain in the fund, compounding.  
 
A 2017 AFT report found that by cutting fees in half for private equity and other alternative 
investments like hedge funds and private real estate, PSERS would save $300 million in the 
first year alone; after ten years those savings would compound to $7.5 billion.i 
 
Currently, PSERS has $6.2 billion invested in private equity, representing 10.7% of its total 
portfolio, which is nearly 40% more than the average pension fund has allocated to private 
equity. 
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As of the end of 2019, PSERS’ private equity portfolio had underperformed its benchmark, 
indicating that PSERS selected private equity investments performed worse than the 
average private equity investment.ii 
 
As of the end of FY 2020, PSERS’ private equity portfolio had underperformed its U.S. 
equities portfolio over the last 1-year, 3-year, 5-year and 10-year periods, meaning that 
PSERS’ private equity investments performed worse than if they had been invested in U.S. 
public equities, the investment fees for which are a small fraction of the fees paid on private 
equity investments.iii 
 
AFT Pennsylvania Private Equity Recommendations 
 
AFT Pennsylvania believes that PSERS should develop appropriate benchmarks to measure 
private equity returns so that all private equity firms calculate returns the same way, and 
report returns against a commonly understood reference portfolio, such as a global 60/40 
index. 
 
Additionally, PSERS should change asset allocation targets to reduce private equity’s share 
of total fund assets invested, replacing private equity with a lower-fee, equivalent-risk 
alternative. 
 
Next, PSERS should evaluate each proposed private equity investment against a low-fee, 
equivalent-risk alternative, like index funds. 
 
Finally, PSERS should demand clawbacks from the lowest-performing private equity funds 
and lower fee structures going forward. Several years ago, hedge funds began to offer fee 
reductions and clawbacks to investors due to poor performance in exchange for continued 
investment. Because private equity investments require that investors’ funds be locked up 
for 5-10 years, PSERS cannot easily exit these underperforming investments, but should 
demand fee reductions and clawbacks from private equity managers.iv 
 
Fee Limits & Transparency 
 
Private equity is among the most expensive asset classes, with managers typically charging 
a 2% annual management fee on the amount invested, regardless of profitability, and a 
performance fee equal to 20% of any profits generated, plus additional fees that often 
remain hidden. 
 
According to PSERS, the fund paid $427 million in private equity fees in 2020,v and a 2018 
reportvi found that PSERS’ total investment fees in FY 2017 exceeded all employee 
contributions to the fund.  This is unacceptable. 
 
PSERS also does not publicly disclose complete private equity fee data in its annual report, 
leaving participants, such as AFT Pennsylvania members, and stakeholders in the dark as to 
the true cost of these investments. 
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AFT Pennsylvania Fee Limits & Transparency Recommendations 
 
AFT Pennsylvania believes that PSERS ought to publicly disclose all private equity fees – 
management fees, carried interest and all other fees – annually in its annual report, where 
the public can access it easily. 
 
Next, PSERS must immediately cap fees for new private equity investments at a 1% 
management fee and 10% performance fee, effectively cutting fees in half. The New Jersey 
Pension Fund instituted this fee structure for hedge fund investments in 2016 and has 
reported no adverse impacts. 
 
Other funds, such as Texas Teachers Retirement System, have taken significant steps to cut 
their investment fees. 
 
Finally, PSERS must ensure that investment fees paid out never exceed regular, required 
employee contributions. 
 
PSERS Board of Trustees Governance 
 
A 2019 study released by Boston College’s Center for Retirement Research found that 
boards with strong governance structures, measured against expert recommendations, 
were more effective and correlated with improved pension fund financial performance.vii 
Two of key structural factors were share of stakeholder representation and board size (See 
Charts from this study in the Appendix for reference). 
 
Experts recommend that boards include 20-70% active and/or retired participants, and the 
public pension plan industry average is 54% plan participants.  Currently, 33% of PSERS 
board (5 active and retiree seats of 15 total) are plan participants. 
 
The PSERS board is heavily weighted toward political appointees and ex officio seats, 
with the share of beneficiary representation lagging behind peer funds. 
 
The National Association of State Retirement Administrators reported in 2019 that 9-
member boards were the most common size,viii and 33% of all funds had boards with 
between 8 and 10 members.ix Governance experts recommend that boards contain 6-10 
members, allowing for adequate stakeholder representation while still remaining small 
enough to function efficiently. Only 15% of funds had more than 14 members. 
 
The investment industry, business leaders and public pension funds alike affirm a growing 
consensus that diversity enhances board performance and oversight, leading to improved 
outcomes. 
 
According to a 2019 Harvard Business Review article, demographic and professional 
diversity are “both important for increasing the diversity of perspectives represented on 
the board,” and for ensuring a diversity of ideas that can lead to superior performance.x 
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And, the National Business Roundtable says, “America's business leaders are increasing 
their emphasis and commitment to promoting diversity in the boardroom. Diverse 
backgrounds and experiences on corporate boards strengthen board performance and, in 
turn, help drive long-term economic value.”xi 
 
AFT Pennsylvania Board of Trustees Governance Recommendations 
 
AFT Pennsylvania believes that PSERS ought to evaluate best practices in board 
governance that correlate with high performance and seek reforms that bring PSERS more 
into line.  PSERS board is comparatively large, which can make decision making and 
effective oversight challenging. 
 
Next, PSERS ought to increase stakeholder representation on the PSERS board and ensure 
diversity of representation among beneficiary groups, as Illinois has recently done 
legislatively.  
 
Finally, PSERS should improve board demographic and professional diversity. 
 
Closing 
 
Thank you again for allowing AFT Pennsylvania to provide input to the future of the 
pension fund our members have paid into and rely upon for a secure, dignified retirement. 
We look forward to consulting with this committee and its members on the legislative fixes 
we have proposed and are happy to answer any questions you may have. 

 
i https://www.aft.org/sites/default/files/bigsqueeze_may2017.pdf  
ii 
https://www.psers.pa.gov/About/Investment/Documents/performance/Private%20Equity%20Asset%20Class%20R
eview_Oct.2020.pdf 
 
iii https://www.psers.pa.gov/FPP/Publications/General/Documents/2020%20Investment%20Section-CAFR-DRAFT-
Updated%2012-9-20_website.pdf 
 
iv https://www.ft.com/content/cd8e074a-7694-11e6-bf48-b372cdb1043a  
v https://www.psers.pa.gov/FPP/Presentations/Documents/Investment%20Expenses%20Report%20FY19-
20%20Final.pdf  
vi https://www.patreasury.gov/pdf/2018-PPMAIRC-FINAL.pdf  
vii https://crr.bc.edu/wp-content/uploads/2019/08/SLP67_.pdf  
viii 
https://www.nasra.org/files/Topical%20Reports/Governance%20and%20Legislation/NASRA%20governance%20ov
erview.pdf  
ix https://crr.bc.edu/wp-content/uploads/2019/08/SLP67_.pdf  
x https://hbr.org/2019/03/when-and-why-diversity-improves-your-boards-performance  
xi https://www.businessroundtable.org/policy-perspectives/corporate-governance/principles-of-corporate-
governance  
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FIGURE 3. DISTRIBUTION OF PUBLIC PLANS BY BOARD
MEMBER SIZE, 2018
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FIGURE 2. COMPOSITION OF PUBLIC PENSION BOARD
MEMBERSHIP, 2018
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